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PAPUA NEW GUINEA 


SUMMARY 


Papua New Guinea had no real growth in GDP between 1977 
and 1978 and growth appears minimal in 1979; but the 
economy is sound and in good condition when compared to 
the 1975-76 recession period. In 1978, foreign exchange 
reserves were reduced by 9.2 percent but remain at a 
healthy K292 million ($424 m.). The balance of payments 
deteriorated substantially as the minor trade surplus 
could not offset the substantial deficit in service 
accounts. The positive balance of trade was buoyed by 
good fluctuations of prices of its basic commodities. 
The rise of copper prices in last quarter 1978 and the 
continuing high price for gold balanced out drops in 

the coffee and cocoa high price levels of 1977. 


PNG continued its "hard Kina strategy" of using the 
exchange rate to prevent imported inflation. The Kina 
appreciated by 7 percent relative to a basket of cur- 
rencies worth much greater appreciation relative to the 
U.S. dollar and Australian. Inflation remained low at 
about 6-9 percent. 


Imports continue to rise by 10.2 percent in 1978 and 
urbanization rose by 9 percent in 1978. Housing and 
unemployment are becoming factors in planning. The 
government remained the lead sector in the economy as 
wage and salary payments to the public service absorbed 
58 percent of total goverment receipts. Australian aid 
remained at K180 million ($260 m.). While this was 34 
percent of government receipts, it is becoming a smaller 
percentage contribution to total revenue. In 1979, PNG 
made its second overseas commercial borrowing for $35 
million at 3/4 over the interbank rate. 


The National Public Expenditure Plan is managing the 
economy for the second year. This planning process with 
its needed emphasis on fiscal austerity combined with 

the loss of experienced and competent Ministers ina 
coalition break up in November 1978 has led to some 
inertia on project implementation. Large investment 
negotiations for a sugar project, cement and timber 
projects and a tuna cannery still have not been finalized. 
The feasibility study on the $800 million copper/gold 

Ok Tedi project is due to be presented to the government 
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in November, and a decision by all parties involved will 
be made by March 1980. 


The profitable national airline Air Niugini, expanded its 
international services in 1979 to include Honolulu, Jakarta, 
and Singapore. 


U.S. equipment and supplies are very competitive considering 
a 20 percent rise in Japanese prices and the Kina strength 
to the dollar. PNG is seeking to diversify away from its 
traditional suppliers. Opportunities for U.S. are mainly 

in machinery, computers, heavy equipment, transport vehicles, 
and solar energy equipment. A major constraint to U.S. 
exports has been the loss of the direct shipping route from 
the United States in January 1979. 

END OF SUMMARY. 





TABLE I — KEY ECONOMIC INDICATORS -— PAPUA NEW GUINEA 


All values in million Kina Exchange Rates: K1.00 = (7/76) $1.2995; 
unless otherwise specified (6/77) $1.2664; (12/77) $1.3220; 
(6/78) $1.3825; (12/78) $1.4530 


—————————————— Eee 


ITEM A (75) B (76) C (77) D (78) E % Change 
from C-D 


INCOME, PRODUCTION, EMPLOYMENT 


GDP at Current Prices (Kina Fy) 2/ 1,004 1,057 1,202 
GDP at FY 1973 constant (Kina) 
Gua teres &. 2! 1.0 1.6 5.5 
GDP - Market Component at FY 1973 

Purchaser Value % 
GDP — Non Market Component at FY 1973 

Purchaser Value % c/ 
Per Capita GNP, (US$, CY) — 


MONEY AND PRICES 


Money Supply (last Wed. of December) a/ 
(Kina) - 
M 1 (cash plus demand deposits) 
M 2 (M1 plus time accounts) 
M 3 (M 2 plus savings deposits) 
Commodity Stabilization Fund 
Deposits in M 3 (Kina) 
Bougainville Copper Ltd. 
Deposits in M 3 (Kina) 


EXTERNAL PUBLIC DEBT (US$, cy) £&/ 


Outstanding (including undisbursed, 
year-end) 
Outstanding (disbursed only, year-end) 


Service Payments (during year) £/ 
Debt service ratio (%) = 


BALANCE OF PAYMENT AND TRADE (CY, Kina) 
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Gold & Foreign Exch. Reserves (12/30) 

No. of months of imports net foreign 
assets could purchase 

Balance of Payments 8/ 

Balance of Trade 

Exports 

Imports 

Exports to the U.S. h/ 

Imports from the U.S. 
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FOOTNOTES : 


a/ FY Fiscal Year, July 1 to June 30 


CY. Calendar Year 

PNG switched from FY to CY in 1978, hence, 
these are the first balance of payments 
figures since 6/30/77 and (CY) figures do 
not respond to past 1978 Economic Trends. 
However, only GDP figures available were 
FY estimates from World Bank and ADB. 
Where data was obtained from outside source 
(like per capita GNP and External Public 
Debt) currency figures remained those of 
the source (US$). 


Asian Development Bank and Bank of Papua 
New Guinea estimates no growth in real GDP 
for (CY) 1978. 


World Bank estimates 


Beginning January 1, 1979, the Australian 
dollar became foreign currency and was 
excluded from "currency in circulation." 
Previous years therefore are not comparable. 


Data supplied by Asian Development Bank. 


Service payment as percent of exports of 
goods and services. 


Balance on current and net capital accounts 
including aid transfers. 


Estimates using the U.S. Department of Commerce 
US$ figures and converting to Kina. Commerce 
figures show exports to U.S. as $81.2 million 
in 1977 and $32.2 million in 1978. As PNG 
statistics indicate K81.2 million for 1977 
instead of USS, these last 2 categories could 
be considered questionable. 





TABLE II - MAJOR COMMODITIES 


Commodities in CY 1976 CY 1977 CY 1978 % from % from 
order of 1978 | '77-'78 “i7="F7S 
Export Value 2/ Volume Value 

Vol. Value Vol Value Vol. Value 


CONCENTRATES 639.754 206.0 595,860 196.5 655,637 218.6 


COFFEE 48,151 100.2 36,965 143.4 46,119 107.2 


COCOA 31,321 39.1 29,392 66.3: - 27,129 63. 


COPRA AND 
COPRA OIL 111,223 20.3 117,476 33 094-ae4, 292 S25 


32,968 16.5 25,056 19.1 46,719 24. 


FOREST PRODUCTS 520 22.4. 464 23.79 479 24. 


N/A 23.5 N/A 30.8 N/A S129 


N/A 427.7 N/A 939.3 N/A 505. 


8/ Value to Kina millions; volumes in tonnes copper concentrates - dry tonnes 
Forest Products - ooom3 





CURRENT ECONOMIC SITUATION AND TRENDS 


Background: 


Papua New Guinea's (PNG) economy is divided into a subsist- 
ence economy on which approximately 70 percent of the 
population of 3 million is dependent, and the market sector. 
The latter sector includes the government sector, the 

business sector (expatriate management with growing indige- 
nous involvement in management and equity), Papua New Guineans 
working the urban areas, and Papua New Guineans in rural cash 
cropping. The acute shortage of technical skill in the market 
sector makes it highly dependent on foreign technical skills. 
The market sector is highly susceptible to the vagaries of 
external prices. PNG revenue earnings almost entirely depends 
on three basic commodities: copper concentrates, coffee and 
cocoa, and Australian untied aid. This aid amounts to K180 
million annually. On the expenditure side, the market sector 
depends on outside imports since PNG's highly fragmented 
domestic market discourages local production. There are only 
seven towns in PNG with populations over 10,000. Urbanization 
is increasing rapidly (9 percent in 1978). In the capital 

Port Moresby, the population of 100,000 is expected to double 
within ten years. Lae, the light manufacturing and industrial 
center, has a population of 60,000 which is also expanding 
rapidly. The lack of transportation contributes significantly 
to the fragmentation of the PNG market. There are no railroads 
and few roads (the Highlands where half the population is 
located have a road connection to Lae, but none to Port Moresby). 
Transportation is mainly dependent on expensive air travel. 


On the positive side, PNG's small population has a land mass 
larger than the Philippines and is endowed with ample resources. 
Bougainville Copper is one of the most profitable mines in the 
world partly attributable to a large gold overburden. There 
are other copper/gold reserves. The $800 million Ok Tedi 
Project is being studied in 1979 with a decision by consortium 
and government to be made in early 1980. PNG has immense 
hydroelectric capacity as demonstrated by the technical feasi- 
bility of the 1800 megawatt WABO/PURARI hydropower scheme. 

Oil and gas exploration continues. Over K50 million has been 
spent on exploration in the 1970's. 


PNG's fastest growing export earner, tuna, has just started 
to demonstrate the potential of the estimated vast amounts 
of this resource in PNG waters. 





When PNG became independent on September 16, 1975, it was 

in a recession due to low commodity prices. This depressed 
economy was aggravated by two uncertainties, the level of 
Australian aid and the secessionist movement at Bougainville. 
There was also a high domestic inflation rate which in turn 
generated pressures for wage and price increases. Kenecott 
Corporation had decided not to participate in the Ok Tedi 
Copper mine. There was speculation against the external 
convertibility of the national currency,Kina. The govern- 
ment also had the task of reorienting PNG's economy and 
government away from Australian investment, consumption, 

and income standards to one PNG could afford. PNG's 
economic performance between 1976-79 considering the above 
problems has been admirable. Coffee prices escalated in 
1977 bringing the economy into a mini-boom. Stabilization 
funds have been built up for the coffee, cocoa, and copper 
concentrates and are now at sufficiently high level to 
buffer the economy during commodity price cycles. The 
Central Bank has developed a "hard Kina strategy" which 
maintains the Kina at a sufficiently high level to prevent 
imported inflation prices and avoid speculation. In 1978 
the Kina appreciated 7 percent against the IMF basket of 
currency and has appreciated more than 25 percent relative 
to the Australian dollar since independence. Inflation has 
been under 8 percent for the last 2 years. Australian aid 
is guaranteed at present levels until 1981 and is likely to 
continuefor some time. The government has established 19 
Provincial governments with their own fiscal functions which 
has helped defuse the secessionist movement. BHP signed an 
agreement in 1976 to do a feasibility study on Ok Tedi and 
now the consortium members are preparing to present it to 
the government in November. The National Public Expenditure 
Plan (NPEP) is in its second year and is designed to stream 
line fiscal expenditures to meet the country's developmental 
goals which include equal distribution of benefits, decentral- 
ization and self-reliance. 





PLANNING PRINCIPLES AND PROBLEMS 


As the government is definitely the lead sector in the PNG 
economy, the National Public Expenditure Plan (NPEP) 
introduced in 1978 to "declare a firm strategy for develop- 
ment in line with national goals" is of considerable 
importance. The NPEP is now in its second year. It is a 
planning process that has equalization of economic benefits 
especially between urban and rural sectors, as its objective 
rather than growth, alitthough it has a target of 3 percent 
real annual growth. While the NPEP is a nonsectoral project 
approach to planning, rural development and controllable 
urbanization are its main goals. Considering the NPEP's 
recent adoption, several areas of concern to PNG planners 
are worth noting. 


URBANIZATION 


There is considerable concern about urban migration. The 
World Bank warns that unemployed urban youth will be the 
the most worrisome social problem of the mid-1980s. The 

ADB estimates that in the five largest urban centers only 

75 percent of the work force is fully employed with 12.9 
percent unemployed and 12.1 percent underemployed (despite 
relatively high wage scales for unskilled labor). To date, 
many problems that would have arisen from this urbanization 
have been mitigated by the transference of the tribal social 
security system (wantok) which established claims and 
obligations among members from the same clan group. However, 
squatter settlement and law and order problems have become 
increasingly evident. The NPEP takes into account that 
rural development is not a sufficient solution to urban 
migration. However, a goal of "small scale artisan, service 
and business activity" does not appear to be a radical 
enough solution to the problem. 


INVESTMENT 


PNG has fair and equitable investment laws. The investment 
policy of the NPEP reflects PNG's caution with regard to the 
speed and direction of economic growth it will try to 
stimulate. It divides investment into three broad groups: 
small scale urban and manufacturing investments, medium to 
large scale investments in service and manufacturing, and 
major natural resource-based projects. The investment 
expansion in the first two sectors has been relatively good, 





due to easy liquidity for small scale investments and a 
general readiness on the part of service and manufacturing 
companies already invested in PNG to reinvest and expand 
facilities. However, with regard to large scale investment 
of any sort, the bureaucracy is very cautious. Part of this 
caution can explain why large scale investment negotiations 
in a cement plan, timber project, and a tuna cannery have 
not been finalized. The NPEP is also planning for about 

K30 million ($44 m) in the tourist industry in the next 

five years. However, there is considerable ambivalence 
toward what kind of tourist investments PNG desires. Regard- 
less of this, the government realizes the need for a larg- 
foreign enclave project to add to internal revenues as part 
of its goal towards self-reliance. This project by all 
accounts is the Ok Tedi Copper/Gold mine. If the Ok Tedi 
project becomes a reality, PNG's basic caution on the other 
projects is probably justifiable. 


PROJECT IMPLEMENTATION 


The NPEP was not well received in 1978 and 1979 by many of 

the implementing agencies responsible for infrastucture 
development. Part of the criticism can be attributed to 

the general reluctance of managers to subject their functions 
to scrutiny by outside budgetary agencies. Other occurrences 
not related directly to the NPEP, such as the growing 
decentralization of decision-making and the loss of expatriate 
technicaL personnel due to a wage adjustment also increased 
their discontent (the loss of personnel appears short term 

as British, New Zealand, and American technicians replace the 
expensive Australians). However, it appears that some 
criticism is justified. With the introduction of the NPEP, the 
Department of Finance and the National Planning Office 

have substantially increased their control over the govern- 
méent's activities. That was the goal of the NPEP, but it 
seems to be like a corporation with a strong financial 
department and no marketing section. 


GROWTH 


Due to continually high gold prices and the firming of copper 
prices, PNG's 1979 performance should be close to 1978. 

A continuing deterioration in the balance of payments 
attributable to high imports can be expected. 


Coffee and cocoa production appears to present problems. 
Law and order problems in the Highlands (70% of coffee 
production is by shareholder), the deteriorating quality of 
the coffee, and the transfer of expatriate plantations to 
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indigenous groups with some decline in maintenance and 
production standards have made chances for short term produc- 
tion increases dim (noting the 25 percent increase in coffee 
production in 1978). The fast-growing fishing industry may 
help balance this trend. The political realities of 
decentralization which transfer many fiscal functions to 
provincial governments could cause a decline in the internal 
rate of return on infrastructure investment. The current 
policy of wage restraint in the Public Service which ties 
wage increases to two-thirds of the rise in CPI expires in 
1980 and could cause higher wages. The energy crisis should 
make an impression on PNG in 1979. And finally, a national 


planning policy that views growth if not with reluctance 
certainly not with exuberance is hardly a catalyst for that 
growth. The PNG economy should remain in the sound condition 
it was in 1977 and 1978, but until the Ok Tedi mine becomes 
active in the mid-1980's growth appears unlikely. 


INVESTMENT AND TRADE 
Investment: 


The most likely project to start in late 1979 early 1980 
would be the K65 million ($94 m.) sugar project which is 
being carried out by Bookers (U.K.). Selected tenders for 
equipment are already being made. Morgan Grenfell put to- 
gether the financial package and is seeking investors. 

The Commonwealth Development Corporation which has equity 
in the K50 million ($72 m.) Higaturu Oil Palm project in 
Popondetta appears to be likely investor. The other major 
import substitution project, the Mekeo Rice Project, appears 
to be delayed until the sugar project commences. Bookers, 
Hawaiian Agronomics (U.S.) and the Japanese were in compe- 
tition to do an initial K10 million ($14 m.) experimental 
project in the valley which would then be expanded. 


Starkist Food Inc. continues to be on the verge of finalizing 
the 15,000 ton/annually cannery for skipjack tuna on Manus 
Island. Starkist would have 40 percent equity, PNG 40 per- 
cent equity, and the International Finance Corporation 20 
percent. Starkist is already incorporated in PNG. 


Upon its acquisition of Gollin Kyokuyo in 1979 it will be 
responsible for about half of the 50,000 ton annual PNG tuna 
catch. There is another long term prospect for a tuna cannery 
at Kavieng. Both canneries would be targeted mainly for the 
export market. 
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PNG has issued an invitation to tender for investment in an 
international hotel development on Ela Beach, Port Moresby. 

The Office of Tourism estimates that the city will have an 

800-room hotel shortage by 1985. This takes into consideration the 
need of more accommodations for an increasing number of 

tourist arrivals via Air Niugini's direct overseas flights 

to Port Moresby and a growing number of Ok Tedi mine workers. 


Hyundai Co. of South Korea continues to negotiate with PNG 

on the establishment of the Saidor cement plant near Madang. 
Hyundai has also been negotiating for a K20 million ($29 m.) 
wood-chip/log export project on West New Britain. Prospects 
for completion of the negotiations in the near future are not 
favorable. 


In the area of energy, Gulf Oil is going ahead with its first 
onshore oil rig in the Western province. If the rig indicates 
favorable rock formations, Gulf will put up six rigs (one 
annually) in the Western and Southern Highlands. 


Ok Tedi is the major investment project for the 1979-84 period. 
The gold cap on the copper: ore body as well as substantial 
gold overburden has given considerable probability to the 
feasibility of the project which requires substantial infra- 
structure development (dam, slurry pipeline, roads, ports, 
etc.). The feasibility study done by BHP which was due to be 
presented to the government in May was delayed until November 
so that Bechtel Engineers could complete an off-site financial 
study of the project. When the entire study is presented to 
the government, both parties will have six months to decide 
whether or not to proceed with it. After that, the consortium 
has one year to obtain financing before starting construction 
in March 1981. The Consortium members are 31.5 percent 

Broken Hill Pty. Ltd. (Aust.). 31.5 percent Amoco Minerals 
Co. (U.S.), and 25 percent Kuper Explorations Gesellschalt 

MBH (Germany), approximately. The government of PNG has an 
option to take 20 percent equity. 


The next copper project predicted to commence about 5 years 
after Ok Tedi is the Frjeda River mine in Schattleburg Mts. 
The consortium members are MIM Holdings Ltd. (Aust.) and 
Overseas Mining Development Corp. (Japanese). Other sites 

of exploration are Pogera gold deposits (Carpentaria-MIM), 
Manus Island copper (CRA), and Morobe chromite (Amex-Kawasaki 
Steel). Bougainville has a large amount of unexploited copper 
deposits but the provincial government is opposed to expansion 
at this time. 
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Trade: 


PNG is trying to diversify away from its traditional 
dependence on Australian imports. An example of this 
effort was the recent trip by the Supply and Tenders 
Board of ASEAN countries to do comparative buying. The 
Japanese are the second largest supplier of goods follow- 
ed closely by Singapore and then by the U.S. 


The Japanese supply 90 percent of all motor vehicles. 
However, rising prices of Japanese vehicles and equipment 
(20 percent ‘in 1978) and a greater emphasis on prolonged 
life for equipment and better maintenance has made U.S. 
heavy equipment and transport vehicles very competitive. 
Highway construction, port development, water supply 
projects, timber and construction industries provide a 
steady demand for this equipment. In the area of consult- 
ing engineering for this work, the British have made sub- 
stantial inroads in building and road construction. 


PNG's three basic imported food staples are sugar, rice, 
and canned fish. EEC sugar made substantial gains against 
Australian imports in 1978 (to the extent that Australia 
protested to GATT on the pricing policy). The Solomon 
Islands have begun to export rice (6,000 tons a year) based 
on agreement with PNG. Australia still is responsible for 
most of the 80,000 tons of rice imports. Canned chicken 
from the United States and canned rabbit from China are 
competing with Japanese supplied canned fish (10 percent 

of all mackerel produced in Japan is exported to PNG). 


There are substantial commercial opportunities as »ciated 
with PNG energy supply development. From 1980-87, the 
Electricity Commission plans to spend K138 million ($200 m.) 
on 5 hydropower projects. The largest of these are the 

K32 million ($46 m.) project for Kaugel and the K60 million 
($87 m.) for Vanape. To date, Norconsult of Norway has 

done most of the design, consulting, and engineering work 
for PNG. In solar energy, PNG has the first operating solar 
power microwave telecommunication system in the world (as of 
September 1978). Another system costing $5-10 million was 
tendered for turnkey construction in late September. 

ARCO Solar Co. supplied the panels for the first system. 
Alternative energy is necessary in remote PNG areas where 
fuel transport is costly. PNG is investing considerable 
effort in this area. Other projects include a solar water 
heater program, rural electrification, a bio-gas plant, 
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U.S. Business: 


The names of some U.S. brands represented in PNG are 
Caterpillar, Mack trucks, Kenworth trucks, Euclid ore 
haulers, Clark lift trucks, Terex skidders and haulers, 
ARCO solar panels, Franklin skidders, Hyster rollers, 
Amana air conditioners, Data General, National Cash 
Register and Digital computers, Coleman Camping equipment, 
Blue Star chicken, and Tang (General Foods). Bougainville 
Copper Mine (which was constructed by Bechtel) accounts 
for approximately one-third of all U.S. exports to PNG. 
Constraints to U.S. business are lack of a direct shipping 
route and the tendency to represent the market from 
Australia rather than locally. 


Banking and Finance: 


U.S. banks, through the commercial banking system, are 
currently providing about $100 million for forward exchange 
cover of PNG exports. In 1979, there is a strong possibility 
that the Central Bank will take over this function as well 

as provide cover for imports. Chase Manhattan has just signed 
an 8-year $35 million syndicated loan with PNG at 3/4 percent 
over the interbank rate. This is PNG's second overseas 
commercial borrowing. The first loan was provided by Bank 

of America (which also financed Bougainville Copper) for 

$25 million at 1 3/8 percent graduating to 1 3/4 over the 
interbank rate. In other recent financial arrangements, 

Air Niugini (the national airline) sold its Boeing 707 and 
leased two 707's for K17 million from ITEL (Chemical Bank 
owns the aircraft). Air Niugini also arranged a Japanese 
loan with Citibank participation in order to buy two F-28's 
from Canada in 1978. Allied Bank (Hong Kong/Philippines) 

has financed Atlas Steel (fabrication) and Markham Valley 
tobacco projects. The local commercial banking system 
consists of three Australian banks and the PNG Banking 
Corporation: (which has 60 percent of the business). The 
Commonwealth Trading Bank has a small office solely to 
service the Bougainville account. 


PNG also receives about K30 million ($44 m.) annually in 


concessional loans from the ADB, World Bank, EEC, DEG, 
and OECF. 


* U. S. GOVERNMENT PRINTING OFFICE: 1979—311-056/201 











